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A Comptroller General 

of the United States 

United States General Accounting Office 

Washington, D.C. 20548 
February 27, 2002 

The Honorable Paul H. O’Neill 
The Secretary of the Treasury 

Dear Mr. Secretary: 

The accompanying report presents the results of our audits of the financial 
statements of the Internal Revenue Service (IRS) as of and for the fiscal 
years ending September 30, 2001, and 2000. Our audits were required by the 
Chief Financial Officers Act of 1990, as expanded by the Government 
Management Reform Act of 1994. This report contains our (1) unqualified 
opinions on IRS’s financial statements, (2) opinion that IRS’s internal 
controls were not effective as of September 30, 2001, and (3) report on 
IRS’s noncompliance with one provision of laws and regulations that we 
tested and IRS’s financial management systems’ lack of substantial 
compliance with the requirements of the Federal Financial Management 
Improvement Act of 1996. 

Our unqualified opinions on IRS’s fiscal years 2001 and 2000 financial 
statements were made possible by the extraordinary efforts of IRS senior 
management and staff to compensate for serious internal control and 
systems deficiencies. However, even with these efforts, IRS found it 
extremely difficult to meet the February 27 reporting timeline required by 
the Office of Management and Budget (OMB) for fiscal year 2001, which is 
5 months after the fiscal year end. OMB has announced the executive 
branch’s intention to significantly accelerate this timeline in future years. 
Beginning with fiscal year 2004, IRS will be required to issue its financial 
statements by November 15, or 6 weeks after the fiscal year end. Also, the 
Department of the Treasury has established a goal of completing its fiscal 
year 2002 audit, including those of its component entities, and issuing its 
department wide accountability report by November 15, 2002. If IRS is to 
meet this deadline and sustain an unqualified opinion on its financial 
statements, the tremendous amount of hard work and commitment IRS has 
demonstrated in recent years will no longer be sufficient to achieve this 
goal unless accompanied by systemic changes in how IRS processes 
transactions, maintains its financial records, and reports its financial 
results. At present, IRS continues to lack timely, accurate, and useful 
financial information and sound controls with which to make fully 
informed decisions and to ensure ongoing accountability. IRS is continuing 
to work to address its serious control and systems deficiencies. 
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The accompanying report also discusses other significant issues that we 
considered in performing our audit and in forming our conclusions that we 
believe should be brought to the attention of IRS management and users of 
IRS’s financial statements. 

We are sending copies of this report to the chairmen and ranking minority 
members of the Senate Committee on Appropriations; Senate Committee 
on Finance; Senate Committee on Governmental Affairs; Senate Committee 
on the Budget; Subcommittee on Treasury, General Government, and Civil 
Service, Senate Committee on Appropriations; Subcommittee on Taxation 
and IRS Oversight, Senate Committee on Finance; Subcommittee on 
Oversight of Government Management, Restructuring, and the District of 
Columbia, Senate Committee on Governmental Affairs; House Committee 
on Appropriations; House Committee on Ways and Means; House 
Committee on Government Reform; House Committee on the Budget; 
Subcommittee on Government Efficiency, Financial Management, and 
Intergovernmental Relations, House Committee on Government Reform; 
and Subcommittee on Oversight, House Committee on Ways and Means. In 
addition, we are sending copies of this report to the chairman and vice-
chairman of the Joint Committee on Taxation, the commissioner of internal 
revenue, the director of the Office of Management and Budget, the 
chairman of the IRS Oversight Board, and other interested parties. Copies 
will be made available to others upon request. 

This report was prepared under the direction of Steven J. Sebastian, Acting 
Director, Financial Management and Assurance, who can be reached at 
(202) 512-3406. If I can be of further assistance, please call me at (202) 512-
5500. 

Sincerely yours, 

David M. Walker 
Comptroller General 
of the United States 
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A Comptroller General 

of the United States 

United States General Accounting Office 

Washington, D.C. 20548 
To the Commissioner of Internal Revenue 

In accordance with the Chief Financial Officers (CFO) Act of 1990, as 
expanded by the Government Management Reform Act of 1994, this report 
presents the results of our audits of the financial statements of the Internal 
Revenue Service (IRS) for fiscal years 2001 and 2000.1 The financial 
statements report the assets, liabilities, net position, net costs, changes in 
net position, budgetary resources, reconciliation of net costs to budgetary 
obligations, and custodial activity related to IRS’s administration of its 
responsibilities for implementing federal tax legislation. The financial 
statements do not include an estimate of the amount of taxes owed the 
federal government but which have not been identified by IRS, often 
referred to as the “tax gap.” 

In its role as the nation’s tax collector, IRS has a demanding responsibility 
in collecting taxes, processing tax returns, and enforcing the nation’s tax 
laws. The size and complexity of IRS’s operations present additional 
challenges to management. IRS is a large, complex, organization with about 
100,000 people in 10 service center campuses, 3 computing centers, and 
numerous other field offices throughout the United States. Historically, 
other than headquarters, most IRS offices have had responsibilities tied to 
their geographical locations. However, in response to congressional 
concerns about IRS’s operations embodied in the Internal Revenue Service 
Restructuring and Reform Act of 1998, IRS underwent a reorganization that 
significantly affected the previous roles and responsibilities of these 
offices. In fiscal years 2001 and 2000, IRS collected over $2 trillion in tax 
payments, processed over 210 million tax returns, and paid about 
$251 billion and $194 billion, respectively, in refunds to taxpayers. Refunds 
paid during fiscal year 2001 included about $36 billion in advance payments 
(i.e., tax rebates) of tax year 2001 tax credits disbursed in accordance with 
the Economic Growth and Tax Relief Reconciliation Act of 2001 (26 U.S.C. 
§6428). 

1IRS significantly changed its cost classification structure during fiscal year 2001 and was 
unable to restate fiscal year 2000 balances for purposes of comparability. Consequently, IRS 
is not presenting a comparative fiscal year 2000 statement of net cost. IRS received a waiver 
from this reporting requirement from the Office of Management and Budget. 
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One of the largest obstacles facing IRS management today is that the 
agency still does not have a financial management system capable of 
producing reliable and timely information its managers need to make day-
to-day decisions. Because of this systems issue and other factors, it 
continues to face many of the pervasive internal control weaknesses that 
we have reported each year since we began auditing IRS’s financial 
statements in fiscal year 1992.2 Nevertheless, in fiscal year 2001, for the 
second consecutive year, IRS was able to produce financial statements 
covering its tax custodial and administrative activities that are fairly stated 
in all material respects. However, because of its serious systems and 
control weaknesses, IRS was again compelled to rely extensively on costly, 
time-consuming processes; statistical projections; external contractors; 
substantial adjustments; and monumental human efforts that extended 
nearly four months after the September 30, 2001, fiscal year-end to derive 
reliable year-end balances for its financial statements. These costly efforts 
would not have been necessary if IRS’s systems and controls operated 
effectively. It is also important to note that this approach cannot produce 
the reliable, useful, and timely financial and performance information IRS 
needs for decision-making on an ongoing basis, which is a goal of the CFO 
Act, nor can it fully address the underlying financial management and 
operational issues that adversely affect IRS’s ability to effectively fulfill its 
responsibilities as the nation’s tax collector. We reported on these 
continuing significant challenges for IRS in our high-risk and performance 
and accountability series3 and other reports. 

2U.S. General Accounting Office, Financial Audit: Examination of IRS’ Fiscal Year 1992 

Financial Statements, GAO/AIMD-93-2 (Washington, D.C.:  June 30, 1993). 

3U.S. General Accounting Office, High-Risk Series: An Update, GAO-01-263 (Washington, 
D.C.; January 2001) and U.S. General Accounting Office, Major Management Challenges 

and Program Risks: Department of the Treasury, GAO-01-254 (Washington, D.C.: January 
2001). 
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Strong commitment and hard work by both IRS senior leadership and staff 
continues to be the key to IRS’s ability to overcome its fundamental 
systems and internal control deficiencies and achieve its goal of receiving 
unqualified audit opinions on its financial statements for fiscal years 2001 
and 2000. However, IRS found it extremely difficult to prepare its financial 
records for audit examination and issue its financial statements within the 
reporting timeline required by the Office of Management and Budget 
(OMB) for fiscal year 2001. OMB has announced the executive branch’s 
intention to significantly accelerate this timeline for future years and by 
fiscal year 2004, IRS will be required to issue its financial statements by 
November 15, or 6 weeks after fiscal year end. Also, the Department of the 
Treasury has established a goal of completing its fiscal year 2002 audit, 
including those of its component entities, and issuing its department wide 
accountability report by November 15, 2002. If IRS is to meet this deadline 
while sustaining an unqualified opinion on its financial statements, the 
tremendous amount of hard work and commitment IRS has demonstrated 
in recent years will no longer be sufficient unless it is accompanied by 
significant and systemic changes in how IRS processes transactions, 
maintains its records, and reports its financial results. This year, IRS made 
notable progress in a number of areas and has laid the groundwork for 
sustainable improvements in several others. For example, IRS has made 
important progress in addressing deficiencies in its controls over budgetary 
activity, accountability over property and equipment, and computer 
security. At the same time, further actions are needed and we continue to 
consider these issues to be material weaknesses. 4 

The challenge for IRS will be to continue the improvements made in recent 
years. This not only means continuing to improve its compensating 
processes but, more importantly, to develop and implement the 
fundamental long-term solutions that are needed to address the internal 
control weaknesses we have identified. Some of these solutions can be 
addressed in the near term through the continued efforts and commitment 
of IRS senior management and staff. Others, which involve modernizing 
IRS’s financial and operational systems, will take years to fully achieve. 

4A material weakness is a condition that precludes the entity’s internal controls from 
providing reasonable assurance that material misstatements in the financial statements 
would be prevented or detected on a timely basis. Reportable conditions are matters coming 
to our attention that, in our judgment, should be communicated because they represent 
significant deficiencies in the design or operation of internal controls that could adversely 
affect IRS’s ability to meet the objectives described in this report. 
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Opinion on IRS’s 
Financial Statements 

IRS’s financial statements, including the accompanying notes, present 
fairly, in all material respects, in conformity with U.S. generally accepted 
accounting principles, IRS’s assets, liabilities, net position, changes in net 
position, budgetary resources, reconciliation of net costs to budgetary 
obligations, and custodial activity, as of and for the fiscal years ended 
September 30, 2001, and September 30, 2000, and IRS’s net costs for the 
fiscal year ended September 30, 2001. 

However, misstatements may nevertheless occur in other financial 
information reported by IRS as a result of the internal control weaknesses 
described in this report. 

IRS’s financial statements report tax revenues collected during the fiscal 
year and the cumulative amounts of unpaid taxes where there is agreement 
with IRS, either by the taxpayer or court, as to the amounts owed. 
Cumulative unpaid tax assessments for which there is no future collection 
potential or where there is no agreement as to the amounts owed are not 
reported in the financial statements, but are reported as write-offs and 
compliance assessments, respectively, in supplemental information to IRS’s 
financial statements.  However, to the extent that taxes owed in 
accordance with the nation’s tax laws are not reported by taxpayers and 
are not identified through IRS’s various enforcement programs, in 
accordance with U.S. generally accepted accounting principles, they are 
not reported in the financial statements nor in supplemental information to 
the financial statements. As IRS discusses in the other accompanying 
information to the financial statements, IRS does not have current 
information upon which to base a reasonable estimate of the magnitude of 
these unidentified and unpaid taxes—referred to as the “tax gap”. We have 
discussed this issue in our high-risk series.5 

Opinion on Internal Because of the material weaknesses in internal controls discussed below, 
IRS did not maintain effective internal controls over financial reportingControls (including safeguarding of assets) or compliance with laws and regulations, 
and thus did not provide reasonable assurance that losses, misstatements, 
and noncompliance with laws material in relation to the financial 
statements would be prevented or detected on a timely basis. Our opinion 
is based on criteria established under 31 U.S.C. 3512 (c), (d), the Federal 

5GAO-01-263. 
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Managers’ Financial Integrity Act of 1982 (FIA), and OMB’s Circular A-123, 
Management Accountability and Control. 

Despite its material weaknesses in internal controls and its system 
deficiencies, IRS was able to prepare, through compensating processes and 
approaches, financial statements that were fairly stated in all material 
respects for fiscal years 2001 and 2000. Nonetheless, IRS continues to face 
the following key issues that represent material weaknesses in internal 
controls: 

• an inadequate financial reporting process, resulting in IRS not (1) being 
able to prepare reliable financial statements without extensive 
compensating procedures or (2) having current and reliable ongoing 
information to support management decision-making and to prepare 
cost-based performance measures; 

• weaknesses in controls over unpaid tax assessments, resulting in IRS’s 
inability to properly manage unpaid assessments and leading to 
increased taxpayer burden; 

• weaknesses in controls over the identification and collection of tax 
revenues due the federal government and the issuance of tax refunds, 
resulting in potentially billions of dollars in improper payments and lost 
revenue to the federal government; 

• inadequate controls over property and equipment, resulting in IRS’s 
inability to reliably and timely report its property and equipment 
balances and reasonably ensure that its property and equipment is 
safeguarded and used only in accordance with management policy; 

• weaknesses in controls over budgetary activity, resulting in IRS’s 
inability to routinely ensure that its budgetary resources are being 
properly accounted for, reported, and controlled; and 

• weaknesses in computer security controls, potentially resulting in 
unauthorized individuals being allowed to access, alter, or abuse 
proprietary IRS programs and electronic data and taxpayer information. 

The material weaknesses in internal controls noted above may adversely 
affect any decision by IRS’s management that is based, in whole or in part, 
on information that is inaccurate because of these weaknesses. In addition, 
unaudited financial information reported by IRS, including budget and 
performance information, may also contain misstatements resulting from 
these weaknesses. 
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In addition to the material weaknesses discussed above, we identified one 
reportable condition which, although not a material weakness, represents a 
significant deficiency in the design or operation of internal controls that 
could adversely affect IRS’s ability to meet the internal control objectives 
described in this report. This condition concerns deficiencies in controls 
over hard-copy tax receipts and taxpayer data that increase the 
government's and taxpayers' risk of loss or inappropriate disclosure of 
taxpayer data. In previous audits, we also reported that IRS was unable to 
determine the specific amount of revenue it actually collected for three of 
the federal government's four largest trust funds.6 During fiscal year 2001, 
this condition continued to exist, but we have included it as part of the 
material weakness in financial reporting. 

We have reported on these material weaknesses and reportable conditions 
in prior audits and have provided IRS numerous recommendations to 
address these issues, of which over 70 were still open as of the date of this 
report. We will follow up in future audits to monitor IRS’s progress in 
implementing these recommendations. For more details on these issues, 
see appendix I. 

Compliance with Laws 
and Regulations and 
FFMIA Requirements 

Our tests of compliance with selected provisions of laws and regulations 
disclosed one instance of noncompliance with laws and regulations that is 
reportable under U.S. generally accepted government auditing standards. 
This relates to IRS’s timing of the release of tax liens on taxpayers’ 
property. Also, IRS’s financial management systems did not substantially 
comply with the following requirements of the Federal Financial 
Management Improvement Act of 1996 (FFMIA): (1) Federal Financial 
Management Systems Requirements, (2) applicable federal accounting 
standards (U.S. generally accepted accounting principles), and (3) the U.S. 

Government Standard General Ledger (SGL) at the transaction level. IRS 
has readily acknowledged its financial management systems do not comply 
with FFMIA and the need to overhaul these systems as part of its broader 
systems modernization efforts. 

6U.S. General Accounting Office, Financial Audit: IRS’ Fiscal Year 2000 Financial 

Statements, GAO-01-394 (Washington, D.C.: March 1, 2001). 
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In prior years,7 we reported that IRS was not in compliance with Section 
6159 of the Internal Revenue Code, which authorizes IRS to enter into 
installment agreements with taxpayers to fully satisfy the taxpayer's 
liability. We did not identify any instances of material noncompliance with 
this statute during fiscal year 2001.8 

For more details on these issues, see appendix I. 

Except as noted above, our tests for compliance with laws and regulations 
disclosed no other instances of noncompliance that would be reportable 
under U.S. generally accepted government auditing standards or OMB audit 
guidance. However, the objective of our audit was not to provide an 
opinion on overall compliance with laws and regulations. Accordingly, we 
do not express such an opinion. 

Consistency of Other 
Information 

IRS’s Management Discussion and Analysis, required supplemental 
information, and other accompanying information contain a wide range of 
data, some of which are not directly related to the financial statements. We 
did not audit and do not express an opinion on this information. However, 
we compared this information for consistency with the financial 
statements and discussed the methods of measurement and presentation 
with IRS officials. Based on this limited work, we found no material 
inconsistencies with the financial statements or nonconformance with 
OMB guidance. Under OMB guidance for the financial statements of federal 
agencies, agencies are asked to strive to develop and report objective 
measures that, to the extent possible, provide information about the cost-
effectiveness of their programs. However, we found that IRS cannot report 
reliable cost-based performance measures relating to its various programs 
in accordance with the Government Performance and Results Act of 1993. 

7GAO-01-394. 

8Based on the results of testing for a statistical sample of 59 installment agreements IRS 
entered into with taxpayers during fiscal year 2001, we are 95 percent confident that the rate 
of occurrence of installment agreements entered into during fiscal year 2001 whose terms 
do not require full satisfaction of the tax liability did not exceed 5 percent. 
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Objectives, Scope, 
and Methodology 

Management is responsible for (1) preparing the annual financial 
statements in conformity with U.S. generally accepted accounting 
principles, (2) establishing, maintaining, and assessing internal control to 
provide reasonable assurance that the broad control objectives of 31 U.S.C. 
3512, (c), (d), FIA are met, (3) ensuring that IRS’s financial management 
systems substantially comply with the requirements of FFMIA, and 
(4) complying with applicable laws and regulations. 

We are responsible for obtaining reasonable assurance about whether 
(1) the financial statements are presented fairly, in all material respects, in 
conformity with U.S. generally accepted accounting principles and 
(2) management maintained effective internal controls, the objectives of 
which are the following: 

• Financial reporting—transactions are properly recorded, processed, 
and summarized to permit the preparation of financial statements in 
conformity with U.S. generally accepted accounting principles and 
assets are safeguarded against loss from unauthorized acquisition, use, 
and disposition. 

• Compliance with laws and regulations—transactions are executed in 
accordance with laws governing the use of budget authority and with 
other laws and regulations that could have a direct and material effect 
on the financial statements and any other laws, regulations, and 
government wide policies identified by OMB audit guidance. 

We are also responsible for (1) testing whether IRS’s financial management 
systems substantially comply with the three FFMIA requirements, 
(2) testing compliance with selected provisions of laws and regulations that 
have a direct and material effect on the financial statements and laws for 
which OMB audit guidance requires testing, and (3) performing limited 
procedures with respect to certain other information appearing in these 
annual financial statements. For more details on our methodology, see 
appendix II. 

We did not evaluate all internal controls relevant to operating objectives as 
broadly defined by FIA, such as controls relevant to preparing statistical 
reports and ensuring efficient operations. We limited our internal control 
testing to testing controls over financial reporting and compliance with 
laws and regulations. 
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We did not test compliance with all laws and regulations applicable to IRS. 
We limited our tests of compliance to those laws and regulations that had a 
direct and material effect on the financial statements or that were required 
to be tested by OMB audit guidance that we deemed applicable to the 
financial statements for the fiscal year ended September 30, 2001. We 
caution that noncompliance may occur and not be detected by these tests 
and that such testing may not be sufficient for other purposes. 

We performed our work in accordance with U.S. generally accepted 
government auditing standards and OMB audit guidance. 

Agency Comments and 
Our Evaluation 

In responding to this report, IRS noted that maintaining the unqualified 
audit opinion for its annual financial statements for the second year in a 
row is a significant accomplishment, and agreed with the report that this 
was the result of a strong commitment and hard work by its management 
and staff.  IRS reiterated this commitment, emphasizing its belief that it is 
essential for a tax agency responsible for collecting over $2 trillion in tax 
revenue to be able to properly reflect its financial condition.  IRS noted that 
its commitment is demonstrated not only by the unqualified audit opinion, 
but also by many improvements and initiatives it has undertaken, which are 
intended to address the issues we have reported and to improve the 
timeliness and accuracy of its financial information. For example, IRS cited 
improvements and planned initiatives to address problems such as controls 
over P&E disposals, review and accounting for open obligations, utilization 
of existing cost information, computer security, fingerprinting of staff 
entering on duty, and recording and reporting financial transactions. We 
will evaluate the effectiveness of these efforts in future audits. 

In its response, IRS noted that the vast majority of the report is on the 
mark, but it was concerned that a few of the report’s conclusions overstate 
its shortcomings.  In commenting on the report’s discussion of IRS’s 
controls over budgetary activity, IRS agreed with the report’s findings. 
However, IRS disagreed with the report’s statement that IRS cannot ensure 
that its obligations do not exceed its budget authority. IRS indicated that it 
clearly does have this capability, as demonstrated by the fact that, 
according to IRS, its obligations have never exceeded its budget authority. 
However, the weaknesses we identified in IRS’s controls over its budgetary 
activity, particularly with respect to delays in recording obligations, 
increase the risk that IRS could incur obligations in excess of its budget 
authority and not timely detect this occurrence.  Our intent is to point out a 
potential impact of the internal control weakness we identified. 
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Regarding the timeliness of IRS’s financial statement preparation, IRS 
disagreed with the report’s statement that its efforts to produce financial 
statements extended nearly 4 months beyond the end of the fiscal year. IRS 
stated that on December 14, 2001, it delivered financial statements that 
contained reliable year-end balances. However, these financial statements 
were materially incomplete and thus did not conform to federal reporting 
standards. For example, (1) the balance sheet did not include taxes 
receivable or the related liability to Treasury, which constituted over 79 
percent of IRS’s assets and 85 percent of its liabilities, respectively, (2) two 
of IRS’s footnotes excluded required material disclosures related to the 
status of its fund balance and its capital lease assets, and (3) material 
balances were missing from two other footnotes, as well as from the other 
accompanying information to the financial statements. The first materially 
complete draft financial statements were delivered to us on February 8, 
2002. Additionally, auditable evidence supporting several material 
balances in the financial statements was not provided to us until several 
weeks after the December 14 draft of the financial statements was 
delivered. For example, support for IRS’s $36 billion in tax refund rebates 
was not provided to us until January 2002. 

In responding to our discussion of IRS’s lack of a cost accounting system, 
IRS agreed that it needs an integrated cost accounting system, but believed 
that we overstated the impact of not having such a system on decision-
making. IRS indicated that its current systems provide adequate cost 
information for good decision-making and that this information is being 
effectively used as part of IRS’s strategic planning and budgeting process. 
In our report, we acknowledge that IRS has stated that its records 
contained the information it believes was necessary to determine the cost 
of various activities. However, our point is that the time and difficulty 
involved in obtaining this information from a variety of information 
systems significantly affects its timeliness and usefulness to managers as 
an ongoing decision-making tool. In addition, the problems we discuss in 
our report regarding the quality of IRS financial data at interim periods also 
affect the reliability of cost data. 

Regarding the report’s discussion of tax revenue and refunds, IRS noted 
that the report does not take into account the necessity of an interview 
with the taxpayer in many cases to determine EITC eligibility. We 
recognized in the report that there are inherent limitations to IRS’s ability 
to identify and pursue the correct amount of taxes owed and to ensure that 
only valid refunds are issued. While not specifically cited in the report, we 
would agree that this is another relevant limitation. Nonetheless, given the 
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potential magnitude of improper refund disbursements and underreported 
taxes as discussed in this report, it continues to be our position that the 
preventive and detective controls IRS does have could be strengthened. 

With respect to the report’s discussion of manual tax receipts and taxpayer 
information, IRS disagreed with our statement that 128 of the over 20,000 
individuals hired in fiscal year 2001 began working at IRS facilities before 
IRS received and evaluated the results of their fingerprint checks. IRS 
stated that based on its analysis, 52 such individuals began working 
without fingerprint checks. Subsequent to providing IRS a draft of our 
report that cited the 128 exceptions, IRS provided us with additional 
documentation. This documentation enabled us to clear 24 of these cases, 
thus reducing the number of exceptions to 104. We have changed our 
report accordingly. The difference between our current 104 exceptions and 
IRS’s 52 exceptions is caused by several different categories of cases that 
IRS believes do not constitute exceptions with which we disagree. For 
example, in 13 cases, IRS cited that the employees were hired under a 
waiver that allowed them to enter on duty before their fingerprint check 
results were received. The waiver cited management’s expectation that all 
fingerprint checks would be received for these employees by the end of 
their 2-week training period. However, for these 13 employees, no 
fingerprint checks had been initiated or received for at least 2 months after 
they entered on duty. In several of these cases, fingerprint checks had not 
been initiated at all at the time of our inquiry, even though some of these 
employees had already been on duty for over 7 months. We do not dispute 
that management has the authority to grant waivers in certain emergency 
situations; but as the waivers themselves indicate, this does not absolve 
IRS of its responsibility to perform due diligence to ensure that fingerprint 
checks are performed for such employees as soon as possible. As noted in 
the report, IRS has shown significant improvement in meeting its policy of 
ensuring that no individual enters on duty at any IRS location until the 
fingerprint results and case disposition information is received and 
reviewed. 
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The complete text of IRS’s response is included in appendix III. 

David M. Walker 
Comptroller General 
of the United States 

February 8, 2002 
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Appendix I 
Material Weaknesses, Reportable Conditions, 
and Compliance Issues 
Material Weaknesses During our audit of IRS’s fiscal year 2001 financial statements, we identified 
six material weaknesses in internal controls. These material weaknesses 
have given rise to significant management challenges that have 
(1) impaired management's ability to timely prepare reliable financial 
statements and other financial information such as interim financial 
reports, (2) made it significantly more difficult for management to 
effectively manage the allocation of limited resources among competing 
priorities, (3) reduced IRS’s effectiveness in enforcing the Internal Revenue 
Code, (4) resulted in errors in taxpayer accounts, and (5) increased 
taxpayer burden. The issues that we have identified and discuss in this 
report relate to IRS’s controls over (1) financial reporting, (2) management 
of unpaid assessments, (3) federal tax revenue and refunds, (4) property 
and equipment, (5) budgetary activity, and (6) computer security. We 
reported on each of these issues last year.9 We highlight these issues in the 
following sections. Less significant matters involving IRS’s system of 
internal controls and its operations will be separately reported to IRS in a 
management letter. 

Financial Reporting In fiscal year 2001, as in prior years, IRS did not have internal controls over 
its financial reporting process adequate to enable it to timely, routinely, and 
reliably generate and report the information needed to prepare financial 
statements and manage operations on an ongoing basis. During fiscal year 
2001, IRS did not have (1) an adequate general ledger system for financial 
reporting and management purposes, (2) adequate internal controls over 
material balances maintained in its general ledger system and recording of 
financial transactions, (3) a cost accounting system capable of providing 
timely and reliable cost information related to IRS’s activities and 
programs, and (4) the ability to separately report several of the federal 
government’s largest types of revenue collections. These conditions also 
limited IRS’s ability to prepare useful and reliable interim financial 
statements. To compensate for these weaknesses, IRS continued to depend 
on extensive, labor-intensive compensating procedures to enable it to 
generate management information and report reliable balances in its 
financial statements at year-end. Although this approach culminated in 
financial statements that were fairly stated as of September 30, 2001 and 
2000, it cannot produce current data needed to manage operations on an 

9GAO-01-394. 
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ongoing basis, such as preparing reliable cost-benefit analysis to assist in 
making resource allocation decisions. 

As we reported in previous years,10 during fiscal year 2001, IRS’s general 
ledger system (1) comprised two independent general ledgers that are not 
integrated with each other nor with their supporting records for material 
balances,11 and (2) was not supported by adequate audit trails for federal 
tax revenue, federal tax refunds, taxes receivable, property and equipment, 
or budgetary activity. In addition, IRS’s general ledger for its custodial 
activities does not use the standard federal accounting classification 
structure. Because of these deficiencies, IRS’s general ledger system does 
not conform to the U.S. Government Standard General Ledger (SGL) as 
required by the Core Financial System Requirements of the Joint 
Financial Management Improvement Program12 or the requirements of 
FFMIA. In its Management Discussion and Analysis (MD&A), IRS discusses 
its plans to implement a single, integrated general ledger that will be fully 
compliant with FFMIA. However, it is unclear when this will be 
accomplished, and thus when IRS will have a functional general ledger that 
is fully compliant with FFMIA, including being supported by detailed 
subsidiary records for its administrative and custodial accounts. 

Also, during fiscal year 2001, IRS did not have internal controls over its 
general ledger system adequate to provide reasonable assurance that its 
balances were current and accurate on an ongoing basis. IRS did not record 
material transactions in its general ledger system until months after they 
occurred. For example, IRS did not record its imputed costs13 for fiscal year 
2001 until year-end, although such costs are readily estimable. In addition, 
IRS did not always correct discrepancies it identified during interim 
periods. In fiscal year 2001, IRS began comparing material related 
proprietary and budgetary accounts to identify discrepancies. This is an 

10GAO-01-394, and U.S. General Accounting Office, Internal Revenue Service: Progress 

Made, but Further Actions Needed to Improve Financial Management GAO-02-35, 
(Washington, D.C.: October 19, 2001). 

11IRS’s two independent general ledgers separately support its administrative and custodial 
operations. 

12The Joint Financial Management Improvement Program (JFMIP) is a cooperative 
undertaking of the Office of Management and Budget, the Department of the Treasury, the 
Office of Personnel Management, and GAO working in cooperation with each other and 
with operating agencies to improve financial management practices. 

13Imputed costs are IRS costs that have been paid in part or in full by other entities. 
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important control for ensuring the reliability of financial records. However, 
we found that this control was not effective because IRS did not make 
timely adjustments to its general ledger to correct the discrepancies it 
identified. As a result of these problems, material account balances in the 
general ledger systems remained unreliable at interim periods. These 
problems also rendered IRS unable to rely on its general ledger system to 
support its year-end financial statements without extensive, time-
consuming processes designed to compensate for such deficiencies. 

We also found that IRS continued to lack a cost accounting system 
(1) capable of accurately and timely tracking and reporting the costs of 
IRS’s programs and projects to assist it in managing its costs and 
(2) meeting the JFMIP Systems Requirements for Managerial Cost 

Accounting. This condition also renders IRS unable to produce reliable 
cost-based performance information. IRS officials have indicated that IRS’s 
records contain information necessary to enable them to determine the 
cost of various activities, such as conducting investigations. However, this 
information is widely distributed among a variety of information systems, 
thereby making the accumulation of cost information time-consuming, 
labor-intensive, and not readily available as a tool to manage costs. For 
example: 

• IRS uses the Project Cost Accounting System (PCAS) to capture costs of 
information systems projects at the project level by recording certain 
codes for time charges. However, IRS only required that PCAS be used 
by employees working on information systems-related projects, which 
accounted for about 18 percent of IRS’s budgetary resources in fiscal 
year 2001. 

• IRS has a variety of workload management systems that staff in 
different units use to track how their time is spent on specific tasks. 
However, these systems are not integrated with IRS’s general ledger or 
each other to allow IRS to readily identify and accumulate the total 
costs for time spent by all units involved in any specific activity. 

In addition, neither PCAS nor IRS’s workload management systems are 
designed to track certain material forms of non-personnel costs by project 
and subproject, such as equipment depreciation, rent, and utilities. 

Without a cost accounting system to centrally accumulate, organize, and 
timely report cost data in a format that meets management’s current needs, 
such information is not readily available for use by managers to aid in 
routinely managing costs and in decision-making. Instead, IRS often finds it 
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necessary to conduct special research efforts tailored to determine the cost 
of a specific task or project. IRS currently has a cost accounting system 
under development that is scheduled for implementation in October 2003. 

IRS also continues to be unable to determine the specific amount of 
revenue it actually collects for three of the federal government's four 
largest revenue sources—Social Security, hospital insurance, and 
individual income taxes. In addition, IRS continues to be unable to 
determine, at the time payments are received, collections for the Highway 
Trust Fund or other trust funds that receive excise tax receipts. This is 
primarily because the accounting information needed to validate the 
taxpayer's liability and record the payment to the proper trust fund is 
provided on the tax return, which is received months after the payment is 
submitted. Further, the information on the tax return pertains only to the 
amount of the tax liability, not to the distribution of the amount previously 
collected. IRS does not require taxpayers to submit information identifying 
the type of tax at the time of payment because it believes that imposing 
such a requirement would create an additional burden to taxpayers. In 
addition, IRS’s systems cannot presently capture and report such 
information routinely. IRS is working on systems improvements to 
accommodate this type of information in the future, and plans to initiate a 
study in the next 2 to 3 years to gauge taxpayer ability and readiness to 
provide such information at the time of payment without imposing an 
additional burden on taxpayers. Until IRS has the systems capability to 
record, and makes a decision with respect to whether taxpayers should 
provide this information, it will continue to be unable to timely report the 
specific amount of revenue it actually collected for these large revenue 
sources. This condition also makes the federal government rely on a 
complex, error prone, multi-step process to distribute excise taxes to the 
recipient trust funds. 

As a result of these pervasive financial reporting weaknesses, IRS was 
unable to timely prepare reliable financial statements or other financial 
information that Congress and senior IRS management could rely on to 
oversee and assist in managing operations during fiscal year 2001. 
Consequently, IRS was compelled to make certain business decisions 
affecting the disposition of tens of billions of dollars without current and 
reliable underlying financial information. For example, for each of the 
following taxpayer compliance issues, IRS indicated that resource 
limitations affected its ability to perform necessary follow-up but could not 
readily determine or justify whether it would be cost-beneficial to devote 
additional resources for such follow-up: 
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• From 1996 to 1999, IRS only followed-up on 21 percent of the over 53 
million underreported individual income tax cases it identified, which 
accounted for about 41 percent of the over $65 billion in underreported 
taxes IRS estimated on these cases. 

• As of September 30, 2001, IRS had either not started collection action or 
had stopped collection action in progress on unpaid tax assessment 
cases with outstanding balances totaling about $12 billion because it did 
not believe it had the resources to actively seek collection. 

• IRS follows-up on only a portion of the suspicious Earned Income Tax 
Credit (EITC) claims it identifies, although the EITC has historically 
been subject to high rates of invalid claims. The amount of improper 
payments included in the almost $26 billion IRS disbursed for EITC in 
fiscal year 2001 is unknown. 

In deciding on the amount of resources to devote to follow-up on these 
cases, IRS should consider factors such as the effects on fairness to 
taxpayers and efforts to deter filing fraud. The relative costs and benefits 
involved in following up on questionable cases should also be an integral 
part of such decisions. However, in each of these circumstances, IRS was 
not able to readily determine (1) the cost of following up on cases or 
(2) how much it collected on those cases for which it did follow-up. 
Without this information, IRS cannot perform cost-benefit analysis to assist 
it in determining or justifying whether the amount of resources it has 
devoted to each of these programs is appropriate relative to costs and 
potential benefits involved.14 Consequently, IRS is hindered in its ability to 
justify its resource utilization decisions or provide justification for resource 
increases, which could result in billions of dollars of revenue going 
uncollected, lead to further erosion in taxpayers’ confidence in the equity 
of the tax system, and adversely affect future compliance. 

14A cost-benefit analysis would consider the costs and expected benefits, both direct and 
indirect, in increasing resources to pursue collections of outstanding taxes or recovery of 
improper refund payments. These benefits could include not only increased collections of 
outstanding taxes and recoveries of improper refund payments, but also benefits to 
taxpayers through earlier IRS action that might prevent a build up of the outstanding tax 
liabilities. Improved compliance by taxpayers with the nation’s tax laws could also be a 
benefit. 
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Management of Unpaid Tax 
Assessments 

During fiscal year 2001, we continued to find serious internal control issues 
that affected IRS’s management of unpaid assessments. Specifically, we 
found (1) IRS continued to lack a subsidiary ledger for unpaid assessments 
that would allow it to produce timely and useful information with which to 
manage and report externally, and (2) errors and delays in recording 
taxpayer information, payments, and other activities that continued to 
hinder IRS’s ability to effectively manage its unpaid assessments. 15 

IRS’s management of unpaid assessments is hindered by a lack of effective 
supporting systems. IRS lacks a detailed listing, or subsidiary ledger, that 
tracks and accumulates unpaid assessments and their status on an ongoing 
basis. As a result, IRS must rely on a costly, manual, labor-intensive 
compensating process for external reporting. Specifically, to report 
balances for taxes receivable and other unpaid assessments in its financial 
statements and supplemental information, IRS must apply statistical 
sampling and projection techniques to data in its master files16 to estimate 
the balances at year-end. This process takes months to complete, requires 
adjustments totaling tens of billions of dollars, and produces amounts that 
are only reliable as of the last day of the fiscal year. Consequently, this 
information is not useful for ongoing management decisions. In addition, 
the lack of a subsidiary ledger renders IRS unable to timely develop reliable 
financial and management reports and promptly identify and focus 
collection efforts on accounts most likely to prove collectible. 

15Unpaid assessments consist of (1) taxes due from taxpayers for which IRS can support the 
existence of a receivable through taxpayer agreement or a favorable court ruling (federal 
taxes receivable), (2) compliance assessments where neither the taxpayer nor the court has 
affirmed that the amounts are owed, and (3) write-offs, which represent unpaid assessments 
for which IRS does not expect further collections due to factors such as the taxpayer's 
death, bankruptcy, or insolvency. Of these three classifications of unpaid assessments, only 
federal taxes receivable are reported on the principal financial statements. As of 
September 30, 2001, IRS reported $20 billion (net of an allowance for doubtful accounts of 
$60 billion), $23 billion, and $137 billion in these three categories, respectively. 

16IRS’s master file contains detailed records of taxpayer accounts. However, the master files 
do not contain all the details necessary to properly classify or estimate collectibility for 
unpaid assessment accounts. 
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IRS’s management of unpaid assessments also continued to be hindered by 
inaccurate tax records. We continued to find errors and omissions in 
taxpayer records resulting from IRS’s failure to accurately and timely 
record information. As in prior years, the most prevalent errors we found 
involved IRS’s failure to record payments to all related taxpayers 
associated with unpaid payroll taxes.17 IRS’s current systems cannot 
automatically link each of the multiple assessments made for the one tax 
liability. Consequently, if the business or an officer pays some or all of the 
outstanding taxes, IRS’s systems are unable to automatically reflect the 
payment as a reduction in the related account or accounts. In reviewing 67 
unpaid payroll tax cases where one or more individuals were assessed a 
trust fund recovery penalty, we found 20 cases in which payments were not 
recorded in all related taxpayer accounts. Based on the results of our work, 
we estimate that 37 percent of unpaid payroll tax cases involving trust fund 
recovery penalties include payments that were not accurately recorded to 
reflect each responsible party's reduction in tax liability.18 IRS has 
attempted to compensate for the lack of an automated link between related 
accounts by manually inputting a code in each account that cross-
references it to other related accounts. However, of the 20 cases with 
unrecorded payments, 14 (70 percent) had all the necessary cross-
references, and in 12 of these cases, the payments were made after the 
cross-references had been added to the accounts. 

We found other errors in taxpayer accounts, which IRS took a significant 
amount of time to correct. For example, in one case we reviewed, a 
business filed a return reflecting a tax liability of about $1.9 million. 
However, IRS erroneously recorded a tax debt of over $34 million for the 
business. It took IRS over a year to correct the records. In the interim, IRS 
withheld $600,000 that it should have refunded to the business. Delays and 
errors in recording activity in taxpayer accounts complicate IRS’s efforts to 
derive a reliable balance for unpaid assessments for its financial 
statements. Additionally, failure to record payments and other activity 

17When a company does not pay the taxes it withholds from employees' wages, such as 
Social Security or individual income tax withholdings, IRS has the authority to assess all 
responsible officers individually for the taxes withheld from employees. Although assessed 
to multiple parties, the liability need only be paid once. Thus, IRS may record assessments 
against each of several individuals for the employee-withholding component of the payroll 
tax liability of a given business in an effort to collect the total tax liability of the business. 
The assessments made against business officers are known as trust fund recovery penalties. 

18We are 95 percent confident that the confidence interval around this estimate ranges from 
16 percent to 59 percent. 
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timely could result in taxpayer burden, including having enforcement 
actions taken against them for taxes they do not owe or which have already 
been paid. 

We have reported on these issues in previous audits.19 IRS has 
acknowledged the seriousness of these issues and continues to take 
remedial steps to address their impact. The ultimate solution to many of 
these issues is the successful modernization of IRS’s systems, which IRS 
acknowledges will take several years to complete. 

Tax Revenue and Refunds During fiscal year 2001, we found that IRS’s controls were not fully 
effective in maximizing the government’s ability to collect what is owed 
and in minimizing the risk of payment of improper refunds. IRS recognized 
this in its fiscal year 2001 FIA assurance statement to the Treasury, in 
which it reported a material weakness in EITC and other filing fraud. IRS’s 
taxpayer compliance programs identify billions of dollars of potentially 
underreported taxes and invalid EITC each year. However, due in large part 
to perceived resource constraints, IRS selects only a portion of the 
questionable cases it identifies for follow-up investigation and action. In 
addition, IRS often does not initiate follow-up on the cases it selects until 
months after the related tax returns have been filed and any related refunds 
disbursed, affecting its chances of collecting amounts due on these cases. 
Consequently, the federal government is exposed to potentially significant 
losses from reduced revenue and disbursements of improper refunds. 
However, as discussed previously in the material weakness in financial 
reporting, IRS’s financial management systems do not currently provide the 
timely, reliable information management needs to assess whether the levels 
of resources it expends on these activities are commensurate with the 
costs to be incurred and the benefits that could be realized from such 
efforts. 

19GAO-01-394. 
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The options available to IRS in its efforts to identify and pursue the correct 
amount of taxes owed and to ensure that only valid refunds are disbursed 
are currently limited. For example, third-party information such as form 
1099s20 that can corroborate the amount of income reported by taxpayers 
are not required to be filed until after the start of the tax filing season.21 

Consequently, comparison of such information with tax return data is 
problematic because IRS does not have time to prepare the third-party data 
for matching prior to the receipt of individual tax returns. Additionally, 
while it processes hundreds of millions of tax returns each filing season, 
IRS must issue refunds within statutory time constraints or be subject to 
interest charges.22 

Nonetheless, IRS does have some preventive controls that, if effectively 
implemented, could help to reduce the risks associated with not identifying 
underreported taxes owed or issuing improper refunds. For example, IRS’s 
Examination Branch is responsible for performing examinations on tax 
returns with potentially invalid EITC claims23 to determine the validity of 
the claim. When performed before refunds are disbursed, these 
examinations are an important control to prevent disbursement of 
improper refunds. However, these examinations are often performed after 
any related refunds are disbursed. Consequently, they are not an effective 
preventive control overall. In September 2000, IRS estimated that of about 
$30 billion in EITC claims filed by taxpayers in tax year 1997, about 
$9.3 billion (31 percent) were invalid.24 Of this amount, only $1.5 billion 
(16 percent) was either recovered or expected to be recovered through 
compliance efforts. The dollar amount of improper refunds disbursed 
related to these invalid EITCs is unknown. However, based on the tax year 
1997 refund rate, which was about 78 percent, IRS may have disbursed 

20IRS 1099 forms are used by third parties, such as financial institutions, to report taxpayers’ 
interest income, dividend distributions, and other miscellaneous income. 

21The peak tax filing season primarily occurs from January 1 to April 15 of each year. 

22By statute, IRS must pay interest on refunds not paid within 45 days of receipt or due date, 
whichever is later (26 U.S.C. §6611). 

23Because it is a tax credit, an EITC claim always results in a reduction of the taxpayer’s 
calculated tax liability.  However, depending on the taxpayer’s amount of taxes withheld, it 
may or may not result in a refund for a particular tax year. 

24Internal Revenue Service, Compliance Estimates for Earned Income Tax Credit Claimed 

on 1997 Returns (Washington, D.C.: September 2000). IRS’s study on tax year 1999 was still 
being completed at the time of our audit. 
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about $7.3 billion in EITC-related improper refunds in tax year 1997, of 
which about $6.1 billion (84 percent) may never be recovered. The full 
magnitude of improper refunds disbursed annually due to invalid EITCs is 
unknown. IRS is currently in the final year of a 5-year initiative started in 
fiscal year 1998 to address noncompliance problems with EITCs. 

Due to time and other constraints, IRS relies extensively on detective 
controls, such as automated matching of returns with third-party data such 
as W-2s (wage and tax statements) to identify for collection underreported 
taxes and improper refunds. However, these programs are not run until 
months after the returns have been filed. As a result, they are used too late 
to prevent improper refunds from being disbursed. In addition, although 
IRS’s matching program for individual tax returns identifies billions of 
dollars of potentially underreported taxes each year, IRS only follows up on 
a portion of these cases to determine how much tax is actually due and to 
pursue collection of those amounts. For example, for tax year 1999,25 IRS’s 
matching program for individuals identified 14.2 million individual tax 
returns with potential underreported taxes totaling $16.2 billion. IRS 
investigated 2.9 million (20 percent) of these returns accounting for about 
$7.1 billion (44 percent) of the total potential underreported taxes. There 
are factors that affect IRS’s ability to accelerate the timing of its automated 
matches, such as the limitations of its current automated systems and the 
timing of filing requirements for preparers of third-party documents, which 
are beyond IRS’s control. However, the results of IRS’s efforts to follow up 
on findings of its automated matches suggests that a substantial amount of 
additional revenue might be realized if additional resources were devoted 
to these efforts. 

IRS’s decisions to forgo follow-up examinations on invalid EITC claims and 
potentially underreported taxes were based in part on perceived resource 
constraints. However, as discussed previously, IRS’s financial management 
systems do not currently provide the timely, reliable information 
management needs to perform cost-benefit analyses to assist in 
determining the appropriate level of resources to devote to these 
compliance programs. As a result of these problems, billions of dollars of 
underreported taxes could remain uncollected and improper refunds could 

25Individual tax returns are not due until April 15 of the following year (up to October 15 if 
extensions are filed), and the under-reporter screening programs cannot be run until after 
the returns are filed. Consequently, tax year 1999 is the most recently completed tax year for 
which the cited data are available. 
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be disbursed. This, in turn, could further erode taxpayer confidence in the 
equity of the tax system and reduce compliance with the tax laws. 

Property and Equipment In fiscal year 2000, we reported that material weaknesses in IRS’s property 
and equipment (P&E) systems and controls prevented it from having 
(1) P&E information available on an ongoing basis, and (2) reasonable 
assurance that its assets were properly safeguarded and used only in 
accordance with management policy.26 During fiscal year 2001, IRS 
continued efforts to correct these longstanding deficiencies in systems and 
controls over its P&E. Specifically, IRS (1) implemented a new inventory 
record system for its automated data processing assets, and (2) developed 
policies and procedures to identify and record costs incurred to develop 
internal use software. However, fundamental deficiencies in IRS’s financial 
management system continued to exist, which precluded it from having 
ongoing information on its balance of P&E. To compensate for this, IRS 
relied on compensating procedures to extract the cost of P&E acquisitions 
from its accounting records. This approach enabled IRS to report a reliable 
balance for P&E on its financial statements at September 30, 2001, but it 
did not (1) enable IRS to produce the current, reliable information it needs 
to manage P&E on an ongoing basis, or (2) provide assurance that assets 
are properly safeguarded and used only in accordance with  IRS policy. IRS 
has reported a material weakness in its controls over P&E in its annual 
assurance statement to Treasury required under 31 U.S.C. §3512 (c), (d) 
(FIA) every year since 1983. 

As we previously reported, IRS does not have an integrated property 
management system that appropriately records P&E additions and 
disposals as they occur and links costs on the accounting records to 
property records. Additionally, during fiscal year 2001, IRS continued to 
lack procedures to record P&E assets and the corresponding liabilities in 
its accounting system as transactions occur. Instead, IRS expenses 
property purchases throughout the year, then records adjustments after 
year-end to remove property acquisition costs from its expense account 
and capitalize them as P&E based on analyses of expense records. 
Consequently, IRS does not have reliable P&E data available on an ongoing 
basis to make operational decisions related to the acquisition and use of 
P&E. IRS hired a contractor to extract, analyze and compile the data 

26GAO-01-394. 
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needed to report a reliable P&E balance in its financial statements after 
fiscal year-end. However, this process takes several months to complete. 
For example, P&E information for the fiscal year ending September 30, 
2001, was not available for our review until December 2001. 

Accurate records are essential for maintaining control over P&E to ensure 
that assets are properly accounted for and safeguarded. In an effort to 
improve accountability over its P&E in fiscal year 2001, IRS implemented a 
new inventory record system for its automated data processing P&E and 
established units with specific responsibility for maintaining the accuracy 
of its inventory records. However, this new inventory record system did not 
capture information essential to ensure that software and software licenses 
were properly controlled and used only in accordance with license 
agreements. Additionally, while we noted improvement in the accuracy of 
IRS’s inventory records during fiscal year 2001, we nonetheless continued 
to find that IRS’s procedures for recording P&E acquisitions, disposals and 
transfers did not ensure that transactions were promptly and accurately 
recorded. Specifically, we found that 25 of 210 P&E items we tested at 21 
sites, including computers, monitors, and printers, could not be located at 
the time of our review.27 At one site, 5 of 10 sample items we selected from 
the inventory records could not be located. Based on our work, we 
estimate that 12 percent of the items in IRS’s P&E inventory records were 
erroneously included as assets.28 As a result, IRS’s P&E records were not 
adequate to maintain accountability over its property. 

These longstanding weaknesses in IRS’s property and accounting systems 
continue to affect IRS’s ability to account for its property and report a 
reliable P&E balance on an ongoing basis. These weaknesses will continue 
to exist until IRS has an integrated accounting and property management 
system. IRS plans to acquire and install a fixed asset module to the 
integrated financial system that will include recording P&E as assets when 
purchased and generating detailed records for P&E that reconcile to the 

27For our floor-to-book sample, we obtained a representative selection of P&E items with a 
two-stage cluster sample. In the first stage, we selected a representative sample of 21 
buildings. In the second stage, we selected a representative sample of 10 assets located at 
each of the 21 buildings from the asset records of the ADP and non-ADP P&E inventory 
systems. 

28We are 90 percent confident that the confidence interval around this estimate ranges from 
6 percent to 19 percent. 
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financial records. IRS currently plans to have the fixed asset module 
installed by March 2005. 

Budgetary Activity We previously reported that internal control deficiencies over appropriated 
funds prevented IRS from ensuring that its budgetary authority29 was 
routinely accounted for, reported, and controlled.30 In fiscal year 2001, IRS 
developed compensating procedures to address several of the budgetary 
control weaknesses we previously reported. Specifically, IRS (1) developed 
procedures to identify and eliminate from the applicable general ledger 
accounts transactions that were incorrectly recorded as adjustments to 
prior years’ obligations31 and (2) revised its accrual methodology to address 
reported deficiencies in controls over the accurate recording of 
undelivered orders32 and accrued expenses. However, IRS did not apply its 
compensating procedures throughout the fiscal year. Additionally, we 
continued to find instances in which IRS did not timely record obligations. 
As a result, IRS’s internal controls did not ensure that its budgetary 
resources were routinely accounted for, reported, and controlled. Without 
adequate budgetary controls, IRS cannot ensure the reliability of key 
budgetary information it needs on an ongoing basis to manage its 
operations and ensure that its obligations do not exceed budgetary 
authority. 

29Budget authority is the authority provided by law to enter into financial obligations that 
will result in immediate or future outlays involving federal government funds. 

30GAO-01-394 and  GAO-02-35. 

31An adjustment to a prior year’s obligation is recorded when the dollar amount previously 
recorded is affected by a subsequent event, such as a change in the price of goods or 
services. 

32Undelivered orders represent the value of goods and services that have been ordered and 
obligated but have not been received. 
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During fiscal year 2001, we found that IRS continued to record certain 
activities as adjustments to prior years’ obligations that were not valid 
adjustments to those obligations. This occurred because IRS’s accounting 
system records all adjustments that affect a prior year’s appropriation, 
including those that did not affect the obligated amount, as adjustments to 
prior years’ obligations. To identify the valid fiscal year 2001 adjustments to 
prior years’ obligations, IRS manually analyzed the adjustment activity 
recorded in its accounting system. IRS then used the results of this analysis 
to record adjusting entries to the applicable general ledger accounts at the 
end of the fiscal year. Of the $1.4 billion in adjustments to prior years’ 
obligated balances IRS recorded in its accounting system in fiscal year 
2001, nearly $1.1 billion were not valid. Although IRS made adjusting 
entries to prevent its financial statements from being misstated, its records 
of adjustments and obligated balances were misstated throughout the fiscal 
year. Recording all adjustments that affect a prior year’s appropriation as 
adjustments to prior years’ obligations adversely affects IRS’s ability to 
routinely report accurate and reliable information on total budgetary 
resources and obligations. IRS reports adjustments to prior years’ 
obligations as part of its SF133 Report on Budget Execution and 

Budgetary Resources, submitted quarterly to OMB.33 Because the 
adjustment accounts were misstated during the year, interim data IRS 
reported to OMB on its budgetary activities were not accurate. 

In prior audits, we found instances in which IRS received goods and 
services during one fiscal year but did not record the applicable 
expenditure to reduce the undelivered orders balance in its accounting 
system until the following fiscal year. This resulted in IRS overstating its 
balance of undelivered orders and understating its accrued expenses. 
During fiscal year 2001, IRS developed a methodology to more reasonably 
accrue expenditures at year-end and thus recognize the associated 
reduction in the balance of undelivered orders. Application of this 
methodology resulted in IRS being able to report reliable amounts for fiscal 
year-end undelivered orders and accrued expenses on its financial 
statements. However, IRS’s balance of undelivered orders was not accurate 
throughout fiscal year 2001 due to delays in recording expenditures. 
Specifically, in testing 115 undelivered orders, we identified 35 instances in 
which IRS took over 30 days from the date it accepted the goods or services 
to record the applicable expenditure in its accounting system. Untimely 

33OMB requires that each agency submit an SF133 quarterly to report its budget execution as 
well as the status of its budgetary resources. 
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recording of expenditures affects IRS’s ability to efficiently manage its 
budgetary resources by delaying the identification of obligated funds that 
(1) are insufficient to cover the expenditure or (2) can be deobligated and 
made available for future or existing obligations. 

We also found that IRS continued to experience delays in recording 
obligations in its accounting system during fiscal year 2001. In testing 115 
undelivered orders, we found 9 instances where IRS took over 30 days from 
the date the obligation document was established to record the obligated 
amount in its accounting system, and 5 instances in which IRS incurred 
costs prior to recording the obligation in its accounting system. For 
example: 

• In one instance, IRS established an obligation on June 7, 2001, for data 
processing services totaling $400,000. However, IRS did not record the 
obligation in its accounting system until September 7, 2001—3 months 
after the obligation was established. 

• In another instance, IRS received telecommunication services that 
covered the period October 1, 2000, through December 31, 2000, at a 
cost of $5.9 million. However, IRS did not generate the initial obligating 
document to establish the obligation of funds until January 26, 2001, and 
recorded the obligation in its accounting system on January 29, 2001— 
over 3 months after the services were initiated. 

Delays in recording obligations affect the reliability of IRS’s financial 
records used to track the status of its budgetary resources for day-to-day 
decision-making. Until the obligation of funds is recorded, obligations 
reflected in IRS’s accounting system would be understated. This could lead 
IRS management to believe that the agency has more funding than is 
actually available. Consequently, IRS management and personnel might 
enter into additional obligations in excess of the budgetary authority made 
available by Congress. 

Computer Security IRS relies extensively on computer information systems to perform basic 
functions, such as processing tax returns and payments, maintaining 
sensitive taxpayer data, calculating interest and penalties, and generating 
refunds. Although IRS has corrected or mitigated many of the computer 
security weaknesses identified in our previous reports, much remains to be 
done to resolve the significant control weaknesses that continue to exist 
within IRS’s computing environment and to be able to promptly address 
new security threats and risks as they emerge. Such weaknesses can impair 
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the agency’s ability to perform vital functions, and can increase the risk of 
unauthorized disclosure, modification, or destruction of taxpayer data. 

IRS has continued to make progress improving computer security controls. 
For example, IRS has strengthened certain controls over its mainframe 
systems, updated security standards for its Windows NT and Unix 
computing environments, upgraded the operating system for its 
workstations, installed security upgrades over its electronic tax filing 
systems,34 and improved certain physical security controls at its data 
processing facilities. IRS is also consolidating several of its geographically 
dispersed Unix computer systems and centralizing responsibility for their 
operation and management, performing periodic internal control reviews 
of its computer-processing environments, and implementing an intrusion 
detection capability. 

However, IRS continued to have serious weaknesses in fiscal year 2001 
with computer controls designed to protect computing resources such as 
networks, computer equipment, software programs, data, and facilities 
from unauthorized use, modification, loss, and disclosure. For example, 
IRS did not always effectively configure and implement computer systems 
in accordance with its own computer security guidelines, monitor system 
configuration and implementation, and provide sufficient technical 
security-related training to key personnel. In addition, IRS has not taken 
sufficient steps to ensure that internal control deficiencies are considered 
and addressed at other facilities. IRS did not always 

• adequately restrict electronic access to or within its computer networks 
and systems; 

• appropriately segregate system administration and security 
administration responsibilities; 

• optimally configure system software to ensure the security and integrity 
of system programs, files, and data; 

• sufficiently plan or test the activities required to restore certain critical 
business systems when unexpected events occur; 

• effectively monitor key networks and systems to identify unauthorized 
activities and inappropriate system configurations; and 

• adequately ensure that access to key computer applications was limited 
to authorized persons for authorized purposes. 

34U.S. General Accounting Office, Information Security: IRS Electronic Filing Systems, 

GAO-01-306 (Washington, D.C.: February 16, 2001). 
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Collectively, these problems indicate material weaknesses in IRS’s internal 
controls over information systems and data. These weaknesses decreased 
the reliability and increased the vulnerability of data processed by the 
systems. Until IRS can adequately mitigate these weaknesses, unauthorized 
individuals could gain access to critical hardware and software, and 
intentionally or inadvertently add, alter, or delete sensitive data or 
computer programs. Such individuals could also obtain personal taxpayer 
information and use it to commit financial crimes in the taxpayers’ names 
(identity fraud), such as establishing credit and incurring debt. 

Reportable Conditions In addition to the material weaknesses discussed above, we identified one 
reportable condition. This concerns weaknesses in IRS’s internal controls 
over manually processed tax receipts and taxpayer information that we 
have reported in prior years.35 The reportable condition related to revenue 
reporting and distribution that we reported in prior years continues to 
exist, but is now included as part of the material weakness in financial 
reporting. 

Manual Tax Receipts and 
Taxpayer Information 

During fiscal year 2001, IRS’s controls over cash, checks, and related hard-
copy taxpayer data it receives from taxpayers continued to be inadequate 
to sufficiently limit the risk of theft, loss, or misuse of such funds and data. 
Recognizing its responsibility to protect taxpayer information and receipts, 
IRS has taken action in the past several years to address a number of its 
control deficiencies. For example, IRS began conducting periodic security 
reviews of receipt processing areas, implemented many of its new hiring 
and courier standards, and updated policies and procedures to improve the 
safeguarding of taxpayer receipts and data. Nonetheless, IRS’s actions did 
not adequately address its control deficiencies primarily due to 
inconsistencies in the establishment, implementation, and compliance with 
these policies at IRS service center campuses, field offices, and commercial 
lockbox banks that process tax receipts on behalf of IRS. 

35GAO-01-394. 
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We previously reported that IRS was hiring individuals and allowing them 
access to cash, checks, and other taxpayer data before it received 
satisfactory results of their fingerprint checks.36 Specifically, we noted that 
of approximately 19,600 employees hired during fiscal year 2000, about 
4,900 (25 percent) were hired and began working prior to IRS’s receipt and 
evaluation of their fingerprint checks. In response, IRS issued a final policy 
in August 2000 prohibiting new hires from entering on duty in any IRS 
office until fingerprint checks were completed and case dispositions 
evaluated. IRS has made significant progress on this issue during fiscal year 
2001. Nevertheless, based on our review of IRS and Office of Personnel 
Management (OPM)37 data, we found that 104 of the over 20,000 individuals 
IRS hired in fiscal year 2001 began working at IRS facilities before IRS 
received and evaluated the results of their fingerprint checks. Of these 104 
employees, 53 (51 percent) were not fingerprinted until the day they 
entered on duty or later, including 15 employees who were not 
fingerprinted until 1 to 3 months after they entered on duty. In addition, for 
24 other employees, neither IRS nor OPM had a record of fingerprint 
checks being completed. 

IRS has demonstrated a concerted effort to address courier security 
weaknesses by adopting more stringent security standards for couriers that 
transport IRS’s daily deposits to depository institutions. Specifically, IRS’s 
courier policy requires that (1) courier services use two bonded or insured 
couriers, (2) courier service employees with IRS access pass a limited 
background investigation, and (3) the courier company be insured for 
$1 million. However, IRS did not have effective controls in place to ensure 
that the new requirements were enforced.  At the two IRS service center 
campuses we visited, we found that local management did not obtain 
evidence to ensure that the courier services they entrusted with the daily 
deposits met the insurance coverage requirements, nor did they ensure that 
couriers, at a minimum, had completed fingerprint checks before they 
began transporting deposits for IRS. 

36GAO-01-394 and GAO-02-35. 

37OPM processes fingerprint requests and results for IRS. 
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We also found other weaknesses and inconsistencies in controls over 
taxpayer receipts and taxpayer data at service center campuses and field 
offices that have not yet been adequately addressed. For example, we 
continued to find discovered remittances38 and other receipts stored in 
open, unlocked containers, contrary to IRS policy. Another IRS policy 
limits personal belongings that each worker can bring into receipt 
processing areas to small items that could fit into a clear, plastic bag, and 
specifically prohibits large items such as purses and backpacks. However, 
one service center campus we visited interpreted this policy to allow 
employees to bring in purses and backpacks as long as they were made of 
clear plastic. As a result, at this site we observed employees using large, 
clear plastic backpacks and tote bags to carry multiple personal belongings 
such as lunch bags, makeup bags, and items of clothing into receipt 
processing areas. Although the backpacks and other carrying bags were 
transparent, they contained so many items that it would be easy for an 
employee to use them to conceal and remove checks from the receipt 
processing area. In contrast, employees at another service center campus 
that followed the national policy were only allowed to bring into the receipt 
processing area small items that fit into one clear quart-sized plastic bag. 

These inconsistencies are further illustrated by control weaknesses found 
at commercial lockbox banks that process tax receipts on behalf of IRS. 
These lockbox banks operate under contract with Treasury’s Financial 
Management Service (FMS), and many of IRS’s policies have not been 
required of the lockbox banks. For example, the contract requirements39 

between FMS and the lockbox banks in place throughout calendar year 
2001 did not prohibit the banks from hiring new employees before the 
results of fingerprint checks were received and reviewed. Consequently, at 
the two lockbox banks we visited, we found that fingerprint checks were 
not always performed or required for either permanent or temporary 
employees. Similarly, IRS’s courier policy requirements that apply to IRS 
locations have not been required of the lockbox banks. IRS officials told us 
the lockbox contract requirements effective for calendar year 2002 would 
contain hiring and courier requirements consistent with IRS requirements. 
However, we found the requirements did not prohibit permanent lockbox 

38Discovered remittances are cash and/or checks that were erroneously overlooked during 
the extraction process. 

39The lockbox contracts specify general guidelines to be followed. The more detailed 
requirements are laid out in the annual lockbox processing guidelines, which all of the 
lockbox banks are required to follow. 
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employees from starting work before their fingerprint check results were 
received by lockbox management as required of all IRS employees, nor did 
they require lockbox courier service employees to pass a limited 
background investigation as required of couriers used by IRS service center 
campuses. 

These weaknesses increase IRS’s vulnerability to theft or loss and expose 
taxpayers to increased risk of losses from financial crimes committed by 
individuals who inappropriately gain access to confidential information 
entrusted to IRS. Thus, it is important that IRS effectively address these 
matters because they are critical to IRS successfully meeting its customer 
service goals. 

Compliance Issues Our tests of compliance with selected provisions of laws and regulations 
disclosed one instance of noncompliance that is reportable under U.S. 
generally accepted government auditing standards and OMB guidance. This 
relates to IRS’s timing of the release of federal tax liens against taxpayers’ 
property. We also found that IRS’s financial management systems do not 
substantially comply with the requirements of FFMIA. 

In previous audits, we reported that IRS was not in compliance with 
Section 6159 of the Internal Revenue Code, which requires that the terms of 
installment agreements IRS enters into with taxpayers with outstanding tax 
liabilities provide for full satisfaction of the outstanding tax liability, 
including future interest accruals. In our testing of installment agreements 
IRS entered into with taxpayers during fiscal year 2001, we did not identify 
any instances of material noncompliance with this statute.40 

40This does not mean that all installment agreements IRS entered into with taxpayers during 
fiscal year 2001 were structured to provide for full satisfaction of the tax liability. In 
addition, installment agreements IRS entered into with taxpayers in previous years may not 
be so structured, as evidenced by our prior audits. Based on the results of testing for a 
statistical sample of 59 installment agreements IRS entered into with taxpayers during fiscal 
year 2001, we are 95 percent confident that the rate of occurrence of installment agreements 
entered into during fiscal year 2001 whose terms do not require full satisfaction of the tax 
liability did not exceed 5 percent. 
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Appendix I 

Material Weaknesses, Reportable  

Conditions, and Compliance Issues 
IRS Did Not Always Release 
Federal Tax Liens in 
Accordance with the 
Internal Revenue Code 

The Internal Revenue Code grants IRS the power to file a lien against the 
property of any taxpayer who neglects or refuses to pay all assessed federal 
taxes. The lien becomes effective when it is filed with a designated office, 
such as a courthouse in the county where the taxpayer’s property is 
located. The lien serves to protect the interest of the federal government 
and serves as a public notice to current and potential creditors of the 
government's interest in the taxpayer's property. For example, federal tax 
liens are disclosed in credit reports of individuals. Under section 6325 of 
the Internal Revenue Code, IRS is required to release a federal tax lien 
within 30 days after the date the tax liability is satisfied or has become 
legally unenforceable or the Secretary of the Treasury has accepted a bond 
for the assessed tax. 

In previous audits, we found that IRS did not always release the applicable 
federal tax lien within 30 days of the tax liability being either paid off or 
abated as required.41 We found that this condition continued to exist during 
fiscal year 2001. Specifically, in our testing of 59 tax cases with liens in 
which the taxpayers’ total outstanding tax liabilities were either paid off or 
abated during fiscal year 2001, we found 5 instances in which IRS did not 
release the applicable federal tax lien within the 30-day statutory 
requirement. The time between satisfaction of the liability and release of 
the lien ranged from about 146 to over 300 days. In one case, we found that 
although the taxpayer had paid off the outstanding tax liability by 
December 2000, IRS did not formally release the lien against the taxpayer's 
property until October of the following year—302 days later. Based on the 
results of our work, we estimate that for over 8 percent of unpaid tax 
assessment cases where IRS had filed a tax lien that were resolved in fiscal 
year 2001, IRS did not release the lien within the 30-day requirement.42 The 
failure to promptly release tax liens could cause undue hardship and 
burden to taxpayers who are attempting to sell property or apply for 
commercial credit. 

41GAO-01-394. 

42We are 95 percent confident that the confidence interval around this estimate ranges from 
3 percent to 19 percent. 
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Appendix I 

Material Weaknesses, Reportable  

Conditions, and Compliance Issues 
IRS’s Financial Management 
Systems Are Not in 
Compliance with FFMIA 
Requirements 

In fiscal year 2001, we continued to find that IRS’s financial management 
systems did not substantially comply with the requirements of FFMIA. 
Specifically, IRS’s systems did not comply with Federal Financial 
Management Systems Requirements (FFMSR), federal accounting 
standards (U.S. generally accepted accounting principles), and the U.S. 

Government Standard General Ledger (SGL) at the transaction level. We 
found that IRS (1) cannot rely on information from its general ledger to 
prepare its financial statements, (2) does not have a general ledger that 
conforms to the SGL, (3) lacks a subsidiary ledger for its unpaid 
assessments, (4) lacks a reliable subsidiary ledger for its P&E, and (5) lacks 
an effective audit trail from its general ledger back to subsidiary detailed 
records and transaction source documents for material balances. Other 
material weaknesses we discussed earlier—controls over management of 
unpaid assessments, federal tax revenue and refunds, P&E, budget, and 
computer security—are also conditions indicating that IRS’s systems do 
not comply with FFMIA. 

As a result, IRS’s financial management systems cannot produce auditable 
financial statements and related disclosures that conform with U.S. 
generally accepted accounting principles without substantial compensating 
processes and significant adjustments. These weaknesses also indicate that 
IRS’s systems cannot routinely accumulate and report the full cost of its 
activities. Since IRS’s systems do not comply with FFMSR, U.S. generally 
accepted accounting principles, and the SGL, they also do not comply with 
OMB Circular A-127, Financial Management Systems. In its FIA assurance 
statement to Treasury, IRS reported that its financial management systems 
did not substantially comply with FFMIA in fiscal year 2001. 

IRS has established a remediation plan to address the conditions affecting 
its systems’ ability to comply with the requirements of FFMIA. This plan 
outlines the actions to be taken to resolve these issues, designates 
resources to be devoted to implementing those actions, and specifies time 
frames for their completion. Due to the long-term nature of IRS’s systems 
modernization efforts, which IRS expects will resolve many of the most 
serious issues, many of the planned time frames exceed the 3-year 
resolution period specified in FFMIA. However, for these instances IRS has 
received a waiver from this requirement from OMB. 
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Appendix II 
Details on Audit Methodology 
To fulfill our responsibilities as the auditor of IRS’s financial statements, 
we: 

• Examined, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. This included testing selected 
statistical samples of unpaid assessment, revenue, refund, accounts 
payable, accrued expenses, payroll, nonpayroll, P&E, and undelivered 
order transactions. These statistical samples were selected primarily to 
substantiate balances and activities reported in IRS’s financial 
statements. Consequently, dollar errors or amounts can and have been 
statistically projected to the population of transactions from which they 
were selected. In testing these samples, certain attributes were 
identified that indicated either significant deficiencies in the design or 
operation of internal control or compliance with provisions of laws and 
regulations. These attributes, where applicable, can be and have been 
statistically projected to the appropriate populations. 

• Assessed the accounting principles used and significant estimates made 
by management. 

• Evaluated the overall presentation of the financial statements. 
• Obtained an understanding of internal controls related to financial 

reporting (including safeguarding assets), compliance with laws and 
regulations (including the execution of transactions in accordance with 
budget authority), and performance measures reported in the 
Management’s Discussion and Analysis. 

• Tested relevant internal controls over financial reporting (including 
safeguarding assets) and compliance, and evaluated the design and 
operating effectiveness of internal controls. 

• Considered the process for evaluating and reporting on internal controls 
and financial management systems under FIA. 

• Tested compliance with selected provisions of the following laws and 
regulations: Anti-Deficiency Act, as amended (31 U.S.C. §1341(a)(1) and 
31 U.S.C. §1517(a); Agreements for payment of tax liability in 
installments (26 U.S.C. §6159); Purpose Statute (31 U.S.C. §1301); 
Release of lien or discharge of property (26 U.S.C. §6325); Interest on 
underpayment, nonpayment, or extensions of time for payment of tax 
(26 U.S.C. §6601); Interest on overpayments (26 U.S.C. §6611); 
Determination of rate of interest (26 U.S.C. §6621); Failure to file tax 
return or to pay tax (26 U.S.C. §6651); Failure by individual to pay 
estimated income tax (26 U.S.C. §6654); Failure by corporation to pay 
estimated income tax (26 U.S.C. §6655); Prompt payment act (31 U.S.C. 
§3902); Fair Labor Standards Act of 1938, as amended (29 U.S.C. §206); 
Civil Service Retirement Act of 1930, as amended (5 U.S.C. §§5332, 
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Details on Audit Methodology 
5343); Federal Employees' Retirement System Act of 1986, as amended 
(5 U.S.C. §8423); Social Security Act, as amended (26 U.S.C. §3101 and 
42 U.S.C. §430); Federal Employees Health Benefits Act of 1959, as 
amended (5 U.S.C. §§8905, 8906, and 8909); and Economic Growth and 
Tax Relief Reconciliation Act of 2001 (26 U.S.C. §6428). 

• Tested whether IRS’s financial management systems substantially 
comply with the three FFMIA requirements. 
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GAO’s Mission The General Accounting Office, the investigative arm of Congress, exists to 
support Congress in meeting its constitutional responsibilities and to help improve 
the performance and accountability of the federal government for the American 
people. GAO examines the use of public funds; evaluates federal programs and 
policies; and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of accountability, 
integrity, and reliability. 

Obtaining Copies of 
GAO Reports and 
Testimony 

The fastest and easiest way to obtain copies of GAO documents is through the 
Internet. GAO’s Web site (www.gao.gov) contains abstracts and full-text files of 
current reports and testimony and an expanding archive of older products. The 
Web site features a search engine to help you locate documents using key words 
and phrases. You can print these documents in their entirety, including charts and 
other graphics. 

Each day, GAO issues a list of newly released reports, testimony, and 
correspondence. GAO posts this list, known as “Today’s Reports,” on its Web site 
daily. The list contains links to the full-text document files. To have GAO E-mail 
this list to you every afternoon, go to www.gao.gov and select “Subscribe to daily 
e-mail alert for newly released products” under the GAO Reports heading. 

Order by Mail or Phone The first copy of each printed report is free. Additional copies are $2 each. A check 
or money order should be made out to the Superintendent of Documents. GAO 
also accepts VISA and Mastercard. Orders for 100 or more copies mailed to a single 
address are discounted 25 percent. Orders should be sent to: 

U.S. General Accounting Office 
P.O. Box 37050 
Washington, D.C. 20013 

To order by Phone:  Voice: (202) 512-6000 
TDD: (202) 512-2537 
Fax: (202) 512-6061 

Visit GAO’s Document GAO Building 
Room 1100, 700 4th Street, NW (corner of 4th and G Streets, NW)Distribution Center Washington, D.C. 20013 

To Report Fraud, Contact: 

Web site: www.gao.gov/fraudnet/fraudnet.htm,Waste, and Abuse in E-mail: fraudnet@gao.gov, or
Federal Programs 1-800-424-5454 or (202) 512-7470 (automated answering system). 

Public Affairs Jeff Nelligan, Managing Director, NelliganJ@gao.gov (202) 512-4800 
U.S. General Accounting Office, 441 G. Street NW, Room 7149, 
Washington, D.C. 20548 

www.gao.gov/fraudnet/fraudnet.htm
mailto:fraudnet@gao.gov
mailto:NelliganJ@gao.gov
http://www.gao.gov
http://www.gao.gov


Presorted Standard 
Postage & Fees Paid 

GAO 
Permit No. GI00 

United States 
General Accounting Office 
Washington, D.C. 20548-0001 

Official Business 
Penalty for Private Use $300 

Address Correction Requested 


	February 27, 2002
	To the Commissioner of Internal Revenue
	Opinion on IRS’s Financial Statements
	Opinion on Internal Controls
	Compliance with Laws and Regulations and FFMIA Requirements
	Consistency of Other Information
	Objectives, Scope, and Methodology
	Agency Comments and Our Evaluation

	Management Discussion and Analysis
	Financial Statements
	Supplemental and Other Accompanying Information
	Material Weaknesses, Reportable Conditions, and Compliance Issues
	Material Weaknesses
	Financial Reporting
	Management of Unpaid Tax Assessments
	Tax Revenue and Refunds
	Property and Equipment
	Budgetary Activity
	Computer Security

	Reportable Conditions
	Manual Tax Receipts and Taxpayer Information

	Compliance Issues
	IRS Did Not Always Release Federal Tax Liens in Accordance with the Internal Revenue Code
	IRS’s Financial Management Systems Are Not in Compliance with FFMIA Requirements


	Details on Audit Methodology
	Comments from the Internal Revenue Service

